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NEW YORK (S&P d obal Ratings) Sept. 18, 2017--S&P G obal Ratings today said it
affirmed its ' AAAf' fund credit quality rating (FCQR) and 'S1+ fund
volatility rating (FVR) on the Arizona LA P Pool 5. The affirmation follows

our review of the fund under our revised FCQR and FVR criteria (see "Fund
Credit Quality Ratings Methodol ogy," and "Fund Volatility Ratings Methodol ogy, "
publ i shed June 26, 2017). At the sane time, we renoved the regul atory
identifier "UCO' (under criteria observation) fromthe ratings. The ratings
wer e designated UCO on June 26, 2017, in conjunction with the criteria
publ i shed on the sane date.

The State Treasurer serves as the chief banker and investnent officer for the
state, overseeing nore than $13 billion in assets. The investment division of
the State Treasurer's Ofice of the State of Arizona is responsible for

day-t o-day managenent of the state's pool ed i nvestnment funds and for all
research. There are two distinct |ayers of oversight for the investnent

di vision--the investnent risk managenent commttee (IRMC) and the state board
of investnment (SBO). The | RMC oversees the investnent decisions and
activities under the direction of the Treasurer. The SBO reviews the

i nvest nent of state nonies, serves as trustee of the permanent | and trust
funds, and approves the State Treasurer's O fice investment policy. State
Street is the custodian for pool assets.

Arizona LA P Pool 5 is conmonly referred to as the | ocal governnent investnent
pool (LA P). State and | ocal governments are predomnm nant investors. Pool 5
provi des short-terminvestnent services for a wide array of public entities
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and is generally used for |iquid cash equival ent needs for public entities.
The investnent objective of Arizona LAP Pool 5is to maintain the safety of
principal, maintain liquidity to nmeet cash fl ow needs, and provide conpetitive
i nvestnment returns. In an effort to acconplish its objectives, the poo

i nvests in diversified pool of high-quality fixed-incone assets, including
top-grade corporate debt, commercial paper, and U.S. governnent and agency
securities. The final maturity of any fixed-rate security shall not exceed 18
nonths and the final maturity of any variable-rate security shall not exceed
two years. The dollar weighted average portfolio maturity is nanaged to 90 day
or |ess.

The ' AAAf' FCOR signifies that the credit quality of the fund' s portfolio
exposure is extrenely strong. Wen assigning the ' AAAf' rating, we first
determned a prelimnary FCQR through a quantitative assessnent of a fund's
portfolio risk. Qur assessnent reflects the weighted average credit risk of
the portfolio of investnments. The final FCQR did not differ fromthe
prelimnary FCQR given our assessnent of the qualitative conponents of the
i nvestment office of the Arizona State Treasurer as adequate and the
assessment of the portfolio risk as neutral

The 'S1+' FVR signifies that the fund exhibits extrenely |Iow volatility of
returns conparable to a portfolio of short-duration government securities
representing the highest-quality fixed-income instrunents avail able in each
country or currency zone with a maturity of 12 nonths or | ess. W determ ned
the FVR by assessing the historical volatility and di spersion of fund returns
relative to reference indices. Next, we evaluated portfolio risk, taking into
account duration, credit exposures, liquidity, derivatives, |everage, foreign
currency, and investment concentration. Gven the determ nation the portfolio
risk factors were consistent with the rating, we nade no adjustnment based on
return volatility and dispersion. W then used the adequate assessnent of the
qualitative conponents to determ ne no adjustnment was required to the FVR

In determining the final FCQRs and FVRs, we performed a conparable rating

anal ysis on the pool with other funds that have simlar portfolio strategy and
conposition. Here, we focused on a holistic view of the fund's portfolio
credit quality and characteristics relative to its peers. The conparative
rating analysis did not result in any adjustnent to the rating to deterni ne
the final FCQR or FVR

An FCQR, al so known as a "bond fund rating," is a forward-Iooki ng opinion
about the overall credit quality of a fixed-incone investnment fund. FCQRs,
identified by the 'f' suffix, are assigned to fixed-inconme funds, actively or
passi vel y nanaged, typically exhibiting variable net asset values. The ratings
reflect the credit risks of the portfolio investnments, the level of the fund's
counterparty risk, and the risk of the fund's nanagenent ability and
willingness to maintain current fund credit quality. Unlike traditional credit
ratings (e.g., issuer credit ratings), an FCQR does not address a fund's
ability to meet payment obligations and is not a conmentary on yield | evels.
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An FVR is a forward-1|ooking opinion about a fixed-inconme investnent fund's
volatility of returns relative to that of a "reference index" denoninated in
t he base currency of the fund. A reference index is conmposed of governnent
securities associated with the fund's base currency. FVRs are not globally
conparable. FVRs reflect our expectation of the fund's future volatility of
returns to renmain consistent with its historical volatility of returns. FVRs
reflect S& 4 obal Ratings' view of the fund's sensitivity to interest rate
risk, credit risk, and liquidity risk, as well as other factors that my

af fect returns such as use of derivatives, use of |everage, exposure to
foreign currency risk and investnent concentration, and fund nanagemnent.
Different synmbology is used to distinguish FVRs from S&P d obal Ratings
traditional issue or issuer credit ratings. W do so because FVRs do not
reflect creditworthiness, but rather our view of a fund's volatility of
returns.

We review pertinent fund information and portfolio reports nmonthly as part of
our surveillance process of our fund credit quality and volatility ratings.

RELATED CRI TERI A

e Criteria - Financial Institutions - Fixed-lncone Funds: Fund Volatility
Rati ngs Met hodol ogy, June 26, 2017

e Criteria - Financial Institutions - Fixed-lIncone Funds: Fund Credit
Qual ity Ratings Methodol ogy, June 26, 2017

Certain ternms used in this report, particularly certain adjectives used to
express our view on rating relevant factors, have specific neanings ascribed
to themin our criteria, and should therefore be read in conjunction with such
criteria. Please see Ratings Criteria at www. st andardandpoors.com for further
information. Conplete ratings information is available to subscribers of

Rati ngsDi rect at ww. gl obal creditportal.comand at www. spcapitaliqg.com All
ratings affected by this rating action can be found on the S& d obal Ratings
public website at www. st andardandpoors.com Use the Ratings search box | ocated
inthe left colum.
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